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Efforts by Ecuadoran President Gustavo Noboa to comply with International Monetary Fund (IMF)
requirements have been thwarted by the Congress. The impasse regarding a raise in the valueadded tax (impuesto al valor agregado, IVA) has now gone to the Tribunal Constitucional. At stake is
the IMF's release of badly needed funding.
In March, the 123-member unicameral legislature rejected Noboa's initial proposal to increase
the IVA three points from 12% to 15%, but the president vetoed that decision and resubmitted
his proposal lowering the increase to 14% (see NotiSur 2001-04-06). The president, who hopes the
increase will stabilize the economy as well as placate the IMF, and members of his Cabinet lobbied
hard in Congress to pass the revised legislation.
When congressional opponents of the tax increase failed to come up with enough votes on May 2 to
override the president's veto and vote down the tax hike, it appeared to cement the US$300 million
accord with the IMF as well as ensure US$240 million in credit from other multilateral institutions.
It also seemed to pave the way for the resumption of meetings aimed at renegotiating nearly US$1.3
billion in loans from the Paris Club of creditor nations, halted when the Congress voted down the
tax hike.
The legislature needed 82 votes to override the presidential veto and block his new proposal. But
only 76 deputies voted against the increase and 11 abstained.
"The motion [to reject the president's plan] has been denied," said Congress president Hugo
Quevedo. But on May 3 several legislators said they would try again to overturn the increase
either in Congress or by taking the case to the Tribunal Constitucional (TC), the nation's highest
constitutional authority. Xavier Neira, congressional leader of the Partido Social Cristiano
(PSC), said that his party would file a motion with the TC asking that it rule that the executive
cannot impose a tax hike once Congress has rejected it. The same day, Deputy Ramiro Rivero of
Democracia Popular (DP) introduced a motion in Congress to reconsider the previous vote that
opened the way for the IVA increase. Of the 118 deputies present in the Chamber, 79 voted to
reconsider, two abstained, and 37 voted against. The approval of Rivera's motion meant a new
debate and vote on increasing the IVA from 12% to 14%.
On May 14, the labor organization Frente Popular filed another suit with the TC, listing four
points in the IVA increase that it said were unconstitutional. The same day, the umbrella group
of civic organizations Coordinadora de Movimientos Sociales (CMS) also filed suit with the TC to
stop the IVA increase. Two versions of legislation published in gazette Meanwhile, on May 9, the
administration said it would publish the law increasing the IVA in the Registro Oficial, despite the
vote in Congress to re-examine the issue.
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Economy and Finance Minister Jorge Gallardo said the country risked an IMF cutoff of support for
the country this year if political problems continued to block passage of the IVA increase and other
IMF-required measures. That, he said, would deprive the country of much needed financing from
multilateral lenders and thwart renegotiation of the Paris Club debt.
The fate of the IVA increase became even more uncertain when both President Noboa and Congress
published their versions of the law in the Registro Oficial. The president's version contained
the provision to increase the IVA to 14%, as well as other measures that did not meet opposition
during the congressional debate. Congress president Quevedo published the version of the bill that
excluded the increase, but included the other provisions.
"Once the two are published, both are in effect until the TC rules," said Registro Official director
Edmundo Arizaga, adding that in Ecuador any law, decree, or ministerial agreement becomes
effective once it is published. The TC is unlikely to rule on the matter before May 25, the day on
which the IMF is scheduled to approve the country's economic plan and release more funds.
IMF representative in Ecuador Jeffrey Franks said, "At this point, there are no other alternatives that
will guarantee the necessary income for the state budget other than the IVA increase, because other
options have been eliminated by the political process in the country." Franks said the administration
could have developed alternatives to the IVA if Noboa had not, last January, abolished the tax on
capital circulation and a tariff surcharge. "At the moment we are between a rock and a hard place
and it is the IVA or nothing," said Franks. "If it turns out to be the latter, there is no agreement with
the international organizations."
Former President Rodrigo Borja (1988-1992), speaking in Mexico, criticized the policies of the IMF,
which, he said, often caused more harm than good. "The IMF generally acts with little sensitivity,"
said Borja. "It lacks an understanding of social solidarity." Borja criticized the decision of the
Noboa administration to raise the IVA, which mostly affects the poor majority, while lowering
the income tax, which affects the more wealthy sectors of society. Borja said many of the IMF's
recommendations have left a "trail of blood," because they are "cold and implacable." He said it
is unfortunate that Latin American governments continue to meticulously follow IMF monetary
recipes rather than act in concert to negotiate with their creditors. He said unity among poor
countries is the only way to give a human face to globalization and counteract the present extremely
unjust and unequal economic model.

Indian dialogue continues to cling to life
Relations between the Noboa administration and the Indians remain strained, in large part because
of the Indians' strong opposition to the IVA increase and other economic policies of the government.
The Indians and the government initiated a 23-point dialogue on March 22. The agenda included
economic, social, and foreign-policy matters and was the result of a Feb. 7 agreement that ended
weeks of violent protests against government social and economic policies (see NotiSur, 2001-02- 09).
The process has moved slowly and often been on the verge of collapse.
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On May 15, Antonio Vargas, president of the Confederacion de Nacionalidades Indigenas del
Ecuador (CONAIE), said the group's assembly in Quito ratified continuing the dialogue with
the government, but gave the government two months to find concrete responses to CONAIE's
demands. "The dialogue will continue at a national level, but the bases in the provinces will
continue evaluating the progress to see that our demands are met within the next two months," said
Vargas. The Indians denounced the "lack of political will" on the part of the administration to find
solutions and they said the talks are "fragile," despite the vote to continue. [
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©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 3

